SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board
Author: Lenpert Analyst: Roger Lackey BillNumber: AB 1774

Related Bills: See Prior Anal ysis Telephone: 845-3627 Amended Date: 02-23-2000

Attorney:  Patri ck Kusi ak Sponsor:

SUBJECT: NOL Deduction Carryovers/Increase Percentage and Length of Carryover

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as introduced
C January 20, 2000.

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED January 20, 2000, STILL APPLIES.
OTHER - See comments below.

SUWARY OF BILL

This bill would increnentally increase the general net operating |oss (NO)
deduction carryforward anmount. The amount woul d i ncrease from 50% of the total
NOL for taxable and incone years begi nning before January 1, 2000, to 55% for

t axabl e and incone years begi nning on or after January 1, 2000, and before
January 1, 2002, and to 60% for taxable and incone years begi nning on or after
January 1, 2002. Additionally, this bill would increase the period to carry
forward an NOL fromthe current five years to ten years for all NOLs generated
for taxable and income years beginning on or after January 1, 2000. The bil
woul d retain current preferential NOL treatnment for new and smal |l busi nesses.

SUWARY OF AMENDMENT

The February 23, 2000, anendnent incorporated the amendnents provided in the
departnent’s prior analysis of AB 1774, as introduced January 20, 2000. The
amendment s resol ved the departnment’s concerns and provided for the author’s
intent to increase the percentage of NOL carryforward to 55% and finally 60% for
the NOL anpunt that exceeds the net “new business” or “eligible small business”
NOL and increased the carryforward for “new businesses” fromeight years to ten
years.

Except for the discussion of this analysis, the departnent’s analysis of AB 1774,

as introduced January 20, 2000, still applies.
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TECHNI CAL CONSI DERATI ONS

The bill added an inadvertent reference to taxable years beginning on or after
January 1, 2004, in the Personal Income Tax Law amendnents. The bill now
prescribes two substitution rules for the "20 taxable years" under federal |aw
for taxabl e years beginning on or after January 1, 2004. Amendnment 1 woul d meke
this correction.

The anmendnents reconmmended by the departnment were incorporated with a technica
flaw. The bill now references the “15 taxabl e years” descri bed under the federa
| aw, when it should reference “20 taxable years.” Anendnents 2 and 3 woul d nake
this correction.

BOARD POSI TI ON

Pendi ng.
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Anal yst Roger Lackey
Tel ephone # 845- 3627
At t or ney Patri ck Kusiak

FRANCHI SE TAX BOARD S
PROPCSED AMENDMENTS TO AB 1774
As Amended February 23, 2000
ANVENDMENT 1
On page 5, line 4, strikeout "and on or after January 1, 2004,"
ANVENDMENT 2
On page 5, strikeout lines 14 and 15, and insert:

nmodi fied to substitute “10 taxable years” in lieu of “20 taxable years.”

AMENDMENT 3

On page 12, strikeout lines 28 and 29, and insert:

nmodi fied to substitute “10 taxable years” in lieu of “20 taxable years.”



